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REPORT SUMMARY:

Canada has built a solid reputation as an excellent source for private label food products. Canada s prowessin
private label isaresult of our flexibility to adapt quickly to food trends and provide the qudity consumers
demand today. Private label manufactures know Canadian consumers are educated about their food choices
and demand a high quality product that has resulted in the ddivery of low cogt, innovative, unique and great
tasting, products that are equal or better than the national brands. Sales of private label products continue to
grow, as the Canadian retailers vie for pogtion as aresult of consolidation. Consumers have fewer supermarket
choices and smart retailers are creeting store loydty with private label. Perhaps the best opportunities exist
with regiona independent grocery chainswith little or no private label products, with manufactures that
produce private labdl currently or focusing on categories that have potential growth. U.S. exporters wishing to
capitaize on the opportunities, that private labd programs offer, should base their market entry strategies on
quaity research.
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INTRODUCTION

Private [abdls or store brands are an important source of profits for retailers and aformidable source of
competition for nationa brands. A drong private labd program gives retailers higher margins, more leverage
to lower costs and creates opportunity for customer loyalty.

DEFINITION

Private label refersto abrand sponsored by awholesder or retailer. A private brand, on the other hand, bears
the name of amanufacturer or producer. Since manufacturers: brands have large advertising expenditures built
into their codts, aprivate labeller is able to sdl the same goods a alower price or better profit margin.
Advertisng budgets are directed towards brand identity not individuad products. In addition, private labellers
have more control over pricing and are able to advantageoudy display their own brands for maximum impact.
For example, agrocery store can quickly reduce the price of its own private-label brand in order to meet or beat
acompetitor'sprice. Aswell, the grocery store can create a specid point-of-purchase advertising display
and/or give its brand predominant shelf space in order to boost sdles. Private label brands are usualy priced
lower than comparable manufacturers brands and therefore apped to bargain conscious consumers. An
example of aprivate labd brand would be supermarket products bearing a store label with aproduct namei.e.
Loblaws Presidents Choice Decadent Chocolate Chip Cookies.

HISTORY OF PRIVATE LABEL

Private label products can be documented throughout history, stretching as far back asthe 19" century. A&P
was darted early in the 1860s, evolving into aretall busness from its expertise in importing and wholesding
teas plus grinding coffeesin its stores. Eight O’ Clock Coffee and Our Own Teawere two of itsfirg private
label grocery items. Both are till on the shelf.  In recent history, two important influences have helped to
shape private label. The 1970s brought a changein retallers  atitudes with the introduction of generic products.
Generics have been credited with giving retailers the opportunity to rethink shelf alocation and warehouse
arrangements. Retailers redized that they could change the way they promote the grocery department. They
were no longer required to invest they’ re margins on branded items to maintain category velocity. With generic
private labe products, they could offer consumers ared aternative from the nationa brands that their
customers understood, responded to and wanted.

Closdly tied to this development was the European influence on Canadian retailing and wholesaling. Storeslike
Sainsbury’s and Marks and Spencer have been practicing the advantages of private label retailing for severa
decadesin the U.K. The aura surrounding the private labe products provided by these two retailersis
unsurpassed anywhere in theworld. During the 50's, 60's and 70's the mgority of immigrants to Canada were
from Britain and with them they brought their trust, loydty and high regard for private label products. You
could say in Canada we' re preaching to the converted.

The Canadian retail grocery chain Loblaws capitalized on thistrend in the early 1980s. At thistime, Loblaws
had alimited private label program. Loblawsintroduced “No Name’ generic products as their private label
drategy. This enabled Loblaws to differentiate themsdves from their competitors. Loblaws knew thet the
European retailers had capitalized on a drategy of creating unique families of products, avalaole only at their

1 Cornell University Staff, Philip Fitzell and Mark Konick, The Explosive Growth of Private Label In North America 1998._
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gores. This program became so successful that in 1985, Loblaws introduced its Presidents Choice private
label. The products offered are of high qudity, uniquein offerings, and embody exctic tastes and flavours. The
packaging is anything but generic. They are colourful and explosive in their images, providing shopperswith a
form of marketing entertainment.  Capturing the essence of each product and establishing an identity enables
private labe products like these to compete head-to-head with the national brands.

SITUATIONAL ANALYSIS

Canadian Consumer

In order to successfully enter and compete in the Canadian market, U.S. exporters must first understand all
aspects of the Canadian marketplace and its consumers. Today’s more educated, less brand loya consumer
shops for vaue first. Vaue that can be equated to customer dignment, relevant quality, convenience, added
benefit and fair price are important factors that must be accounted for.

Top Ten Traits of Today's Canadian Consumer:?

Far less homogenous, culturally bound

I ndependent thinkers who seek control over their lives

More educated and sophisticated

51% of woman and 42% of men have post-secondary education
Pursuers of higher qudity of life

Extremely demanding

Optimidtic, but well grounded in redlity

Seekers of new experiences and innovation

Pursuers of wellness and environmentaism

0.  Ageng, but more active

ROooo~NooO~WNE

Having knowledge of the Canadian consumer psyche will enable potentia U.S. exporters to understand the
factors for food choices made by Canadians.

“Speaking of Food and Eating — A Consumer Perspective,” The Canadian Foundation for Dietetic Research, Dieticians of Canada and Kraft Canada.
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Important Factorsfor Food Choices’

Taste 93%
Nutrition & Hedth 89%
Ease of Preparation 68%
Preparation Time 66%
Price 62%
Weight Control 55%

By understanding what products Canadian consumers purchase, U.S. exporters can identify potentid areas for
private labe category growth.

Grocery Cart Share*

Meat 23% Dairy 16%
Nuts & Produce 20% Beverages 5%
Dry Goods 18% Fish Products 3%
Bakery & Cered 16%

By better understanding Canadian consumer behavior and trends, U.S. exporters can position themselvesto
capitaize on the opportunities private label programs offer.

The following categories offer what Canadian consumers view as exciting.
What’'sHot in Grocery Stores?

Soeciality cured meats/sausages
Fresh/frozen salmon

Soeciality milks

Grated cheese

Soeciality (ethnic) baked goods
Cereal-based snack foods

Rice (including mixes)
Sngle-Srength fruit juices
Ethnic fruits and vegetables
Pre-cooked frozen foods

Non-al coholic beverages (water)
Ethnic sauces

Olive Qils

SOURCE  Agriculture and Agri-Food Canada’s 1999
Canadian Consumer Food Buying Trends report

3. Speaking of Food and Eating — A Consumer Perspective,” The Canadian Foundation for Dietetic Research, Dietitians of Canada and Kraft Canada.

“Speaking of Food and Eating — A Consumer Perspective,” The Canadian Foundation for Dietetic Research, Dietitians of Canada and Kraft Canada.
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EASTERN CANADIAN RETAILERS

The sentiment within the supermarket indudtry isthat private labdl is growing. Competition, consolidetion and
an increase in efficiencies of scae have brought about an even greater need for Soresto differentiate
themsdves. By sdlling their own private label products, stores are able to stand out from their competitors.

In recent year’s Canadian retall supermarket chains have aggressively restructured themselves within the
marketplace. Not only have they increased their market share, they have smultaneoudy introduced
sophisticated and well-devel oped private label programs.

As the Canadian supermarket industry consolidates with larger chains merging to save costs, more shelf-space
islikely to end up with private labelsright next to the national brands. Retail consolidation has had the effect
of concentrating the market share with aminority of large grocery retail outlets. In the U.S. the top five grocery
firms account for approximately 45% of al U.S. grocery sdles. In Canada the top five account for 70% of
traditiona grocery saes and 58% of dl grocery saes a retail. With such few playersin the country, al with
established private [abd programs, it may suggest that the Canadian private labd marketplace is saturated.

Major Canadian Grocery Chainsin Eastern Canada

# of # of 7Ol Private
Chain Contact Corporate | Franchise Labd Private L abel
Stores d Stores Products
Presidents Choice, No
Loblaw Boris Name, G.R.E.E.N.,
Company Ltd. Polakow 781 1078 6300 Sunspun, Teddy’s
Choice
Dominic Our Compliments,
Sobeys Inc. DUTONIo 265 943 3100 Smart Choice
Métro- Robert " Metro, Super C, Marche,
Richdlieu Comeau | P 1038 ] 1000 Richdliey, Econochoix
Great Atlantic . .
& Pacific Co. Dave Spry 176 57 2250+ Magter Choice, Equality

Source: Canadian Grocer Magazine, “Who's Who-Annual Directory 1999-2000.”
* Métro-Richelieu Corporate Affairs
+ Great Atlantic & Pacific Co. Corporate Affairs
See Appendix 1 for full contact listing

Retailersin Canada have alarge pool of private label manufactures to choose from with extensive expertisein
thefiedd. And as more consumer brand product companies enter the private labe business penetrating that
segment of the market may prove difficult, but not impossible.

Matching up with regiond independent grocery chains may prove to be an excdlent opportunity for U.S.
exporters. Having fewer private label products or none a dl, these regiond independent grocery chains may
provide an opportunity for entry or expansion of existing private label programs/products.
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Regional I ndependent Grocery Retail Chainsn Eastern Canada

. # of 7o Private Label .
Chain Contact Stores ProductsSK US Private L abel
Longo Bros. Fruit Jenny ;
Market Inc. Longo 10 175 Longo’'sOwn
Lanzarotta Wholesde Frank 6 120 SKUS Our Very Own
Rooke
L&M Food Markets Dde 3 2000 L&M, Smart Choice,
Ltd. Krops Our Compliments
Coleman’s Food Shawn 12 +N/A No pnva_te label
Centres Hollett program in place
Highland Farms Chalie 4 N/A No prlva_telabel
Coppa program in place
No :
. . No private |abel
Knob Hill Farms Ionger_ in 9 N/A programin place

Source: Canadian Grocer Magazine, “Who's Who-Annual Directory 1999-2000.”
* Susan Turner-L&M Food Markets Ltd.
+ Bonnie Whalen-Coleman Foods L td.
See Appendix 1 for full contact listing

PRIVATE LABEL CATEGORIES

Private Labelson theRise

Private labels, in effect, are becoming more like brands. The dictionary defines abrand asa*sgn of qudity” or
“aproof of ownership,” which could apply as easly to many private labdl. Rarely do private label products
enjoy aleve of promotions comparable to that of brand names, so they rarely enjoy the same level of consumer
loyadty. But as manufactures add words like premium, choice, specid, gourmet, or even private labd itsdlf and
charge prices comparable to name brands, it becomes increasingly difficult for the consumer to distinguish
between anationa brand and a stores private labdl. Often but not always the name brand wins out based on
higtorica consumer tendency and loydty. For example, when offered a choice of colas, anationa brand like
Coke or aprivate labd like Presidents Choice, the consumer tendency will be to choose a Coke. However,
when sampled, often there is no difference in qudity or taste and despite thisleve of loydlty, private labels and
house brands are on the rise.

UNCLASSFIED Foreign Agricultural ServicelUSDA
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Store Brands Shar e/Growth of Grouping
National Total Grocery-Dollars-52 Weeksto January 2, 1999
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Groupings include all categories, including categories without store brand entry
Source: AC Nielsen

Among the categories illustrated, significant store brand share was redlized in paper and wrap (36.6%), frozen
foods (31.8%), pet food (28.8%), meat products (25.9%), and condiments and sauces (25.1%).
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Paper and wrap (7%), frozen foods (13%), pet food (6%), meat products (-1%) and condiments and sauces
(12%) represents the store brand growth in that category. 3%, 0%, 2%, 0% and 4% respectively, represents the
growth of thetota category, which includes manufactures brands and private label. Therefore, with the
exception of meat products, store brand (private labe) number of units are growing at afaster rate than the
nationa brand for paper and wrap, frozen foods, pet foods, and condiments and sauces. These five categories

could prove to be excdlent opportunities for U.S. suppliers of raw materias to partner with Canadian private
label manufactures.

A recent AC Nidlsen sudy, Internationa Private Label Retailing: Indicators and Trends, supports the
continuing growth in these categories. It found that private label products continue to gain share againgt top
name brand products. Private labe products are no longer viewed as less expensive and lower quality
dternaives to the national brands. As retallersintroduce more qudity private label products, that are able to
compete with the popular nationd brands, the production of private labe products will continue to be a
dynamic part of food retailing in Canada.

Private Label Share
Canada’sFood & Drink Categories

Value Basis Volume Basis
‘08 +- pog;ts vs ‘08 +- pointsvs. ‘97
Totd 19.3 +1.1 25.5 +1.3
Food categories 21.5 +0.9 26.8 +1.0
Drink categories 20.1 +0.5 27.7 +0.2
Personal care categories 11.2 +1.0 18.3 +1.6
Household categories 25.1 +1.8 30.8 +1.7

Source: AC Nielsen

The AC Nidsen study suggests that among product categories, penetration of private labe continued to be high
in household items, which includes paper products, detergents, plastic food wraps and bags. The highest
penetration of al the categories studied, 37%, was recorded in duminium foil and plastic wraps. The lowest
penetration was observed in persond care products, especidly in such categories as deodorants, shampoo and
toothpaste, each of which had a private labdl, share of 5% or less. Thesefindings are not surprising, given that
most consumers view household products as more of an impersonal necessity, whereas greet care is often taken
when choosing a product as persona as deodorant.
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What may be surprising is the high degree of penetration that private label products enjoy in the food category.
Among the four broad categories studied, food, drinks, persona care and household products, food had a
private label penetration of 16%, second only to household products with 18%.

Within food, private |abels enjoyed the highest penetration in frozen potato fries (34.5%), bottled and canned
vegetables (32.5%), jams, jelies and marmalade (32.4%), and packaged rice (29.7%).

Canada s food and drink categories suggest heathy growth within the groupings and potentia for increased
expangon.

PRIVATE LABEL VSBRANDS

Although private label has been a success gory in Canada, one retailer redlizes more success in this area than its
competitors. In Canada, Loblawsis clearly the leader in private label products within the supermarket industry.
Private label products account for gpproximately 42% of Loblaws sades. Thislevel of successin not enjoyed
by other retailers. Even the larger Canadian chainslike A& P and Sobey’ s have yet to experience the same leve
of success. Their private labe products account for roughly 20% of sales.

Dominion Bond Rating Services Limited reports that private labe brands represent 23% of annua supermarket
sdesin Canadalast year, which trails only Britain (29%) in market penetration. Stores realize the importance of
increasing their private label market share but a what expense. The cost associated with increasing private
label sdes may be more than the store can afford to inves, either in expertise, labour cogt, or advertising.

The average gross margin for national brandsis 17%. If a store chooses not to stock any private labe products
in acertain category, they can expect margins of 17%.

In comparison, the margins on private labe products average 40%, but even if a store was able to boodt its
private labd penetration to 20%, the category’ s gross margin would still amount to just 21.6%. °

Item Retail Comparison

Nationa Brand Privae Laba
Retal $5.99 $3.99
Cost $4.97 $2.39
Profit $1.02 $1.60
Profit % 17% 40%

Source: Tom Stephens, Brand Strategy Consultants

5. Former Presidents Choice Executive Offers His Views on Private Label,” Canadian Grocer July 1995: 6.
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Category Profitability GrossMargin %

PIL Penelration % Gross Margin v
0% 17%
5% 18.2%
10% 19.3%
15% 20.5%
20% 21.6%

Source: Tom Stephens, Brand Strategy Consultants

Introducing privete label products, to redize better margins, may not be the best solution for dl retailers.
However, as the market penetration of private label products grows, so will the need for storesto offer private
label as part of their product mix.

Product Margin Analysis

Increasingly grocery retailers have gone from being the distributors of brands to showcasng their own private
labels. Retalersinvesting heavily in rasing their profiles, sharpening their images and taking advantage of that
imagery with heavily promoted private labd products, will further blur the lines between retalers and the
products they sdll. If astore has quaity products and can effectively priceits private labe products agangt the
leading nationa brands, the store will dmost certainly redize better margins through its private labd products.

Loblaws is one Canadian retailer who most exemplifiesthis. Its President’ s Choice products offer a better
qudity than the nationa brands, but at alower price. In the category of peanut butter, they’re “No Name”
brand is the leading product, taking 15% of sales, while Kraft is the leading nationa brand.®

Pay $3.16 for Kraft Retail Kraft for $2.99 (.17)
Pay $1.82 for No Name Retail No Namefor  $2.89 $1.07

Presidents Choice brand peanut butter retails at $3.99. Cost on the product is $2.11 allowing Loblawsto redize
amargin of $1.88 per unit. Asthe entire peanut butter category has made a collective profit of $2.95 per unit,
this retailer can rationalise aloss of 17 cents on the national brand (Kraft). Thisis category management a it's
finest. Aswel, the“lost leader” drategy on anationd brand, brings the consumer into the store to buy Kraft
peanut butter, for far less than the competition can afford to sdll the product. Once the consumer isin the store,
Loblaws has the advantage to capitalize on the consumer’ s regular and impulse purchases.

A drong private labd program with agood product mix, gives the retailers higher margins, more leverage to
lower cogts, and creates customer loyaty. These three factors and its' substantia market share have contributed
sgnificantly to the success of Loblaw’s private labd program.

6 Cornell University Staff, Philip Fitzell and Mark Konick, The Explosive Growth of Private Label In North America 1998.
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ADVANTAGES OF PRIVATE LABEL
A retaler that incorporates the private labd into the store' s offerings enjoys specific advantages.

Retailers of private label products are able to take advantage of the advertisng and marketing provided by
the manufactures of nationa brands. Drawing consumers to the store and alowing point-of-purchase
decisions to be made on price or smply presence.

Private label owners may occasondly sdll their own labe products to non-competitive retailers or
wholesders, in markets where they do not operate stores. This licensing arrangement is practised by
Loblaws and A&P.

Once private label has established consumer loyaty to the store and store brand, the store has the ability to
introduce new private label products and is rewarded automatically by consumers who make those new
category purchases.

Retailers control their own store brands. They have the ability to cut prices, change ingredients and/or
determine the leve of qudlity.

Private labd builds store identity. Products that carry manufacturers brands can be found in nearby stores.
In asense, a gore that promotes nationa brands is promoting those same products for its competitors. This
is not the case for private label. They are exclusve to the store.

Goods carrying a private labe can not be easly “ comparison shopped” by consumers.

A brand that has built a successful following of satisfied consumers can eventualy support a better than
average mark up to the company that controls the private labe. When the brand is private labdl, the
additional margin goes to the store rather than to the manufacturer.

Magor retailers, whose gross sdes are sufficient to support a production facility, are able to increase their
profits by adding the manufacturing profits to their bottom line. A& P for example maintains canning plants
to supply its stores.

In cases where the merchandise is private labelled and bought from independent manufactures, the cost of
the manufacturing is reduced due to increased raw product volume discounts.

Manufactures are not required to support promotion costs on products they produce for private label. Both
retaller and manufacture benefit.
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Opportunitiesand Challengesin Providing Canada With Private Labd Products

Oppor tunity

Challenges

There are four large firms to ded with that have
representation right across Canada.

Oligopaly like gructure, fewer firms
makes penetration of the market more
difficult

Partnering with Canadian manufactures and
acquiring knowledge from thelr expertisein
private labdl.

Canadian manufactures may want
concessions for partnerships, may fed
U.S. exporters have limited or no
contribution

A food processor may enjoy a partnership with a
private labd retailer asapartidly or entirdy
owned subsdiary.

Finding an opportunity for a
merger/acquisition may prove difficult,
as company cultures may differ
sverdy.

U.S. growers, shippers/packers of raw materials
may team up with private labd manufacturesto
produce private label products sold to Canadian
retailers. |.e. tomato grower may supply H.J.
Heinz who produces private labd salsafor
Canadian retailer.

Food processor/manufacture may
source local products cheaper and
diminate shipping charges entirely.

Teaming up with regiona independent grocery
chainsthat have few private label products or no
private labe program.

U.S. private label manufactures must
offer products that are unique, of high
qudity and alow cost. They must
understand the financial demographics,
issues and opportunities for that
particular independent.

Private label products are contributing to the
growth of sdesfor the Canadian grocery retall
Sector.

Understanding both Canadian consumer
and retailer demands is more important
than producing “metoo” products.

Research of the socia, economic and politica
eementsthat effect private labe will assg inthe
development of a strong strategic entry for U.S.
exportersinto the Canadian marketplace.

Undergtanding avita gpplication of
quality research can be costly and time
consuming.
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U.S. exporters wishing to capitalize on the opportunities that private label programs offer,
should base their strategies on research.  Research leads to tactics that are effective.
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APPENDIX 1

RETAIL CONTACTS

Loblaw Boris Gr 22 . Clair AveE. Td: (416) 922-8500
Company Pol akow Di r: ecit 0) ; Suite 1500 Fax: (416) 922-7791
Ltd. Toronto ON M4T 258 E-mail: bpolako@ngco.com
Td: (905) 671-5038
Domenic 6355 Viscount Rd Fax: (905) 672-6633
SobeysInc. Duronio Grocery Mississauga ON L4V 1W2 E-mail:
domenic_duronio@sobeys.net
11011 Boul. Maurice )
Métro- Robert Grocery Duplessis Tel: (5}:4) 934—4102
Richelieu Comeau Director Riviere des Prairies E-mail: rcon?(eéL-J @metro.ca
QCHIC 1V6 ) )
Great Gr P.O. Box 68, Station A Tel: (416) 239-1717
Atlantic & Dave Spry Direct o)r 5559 Dundas St. W. Fax: (416) 234-6527
Pacific Co. Etobicoke ON M5W 1A6 E-mail: spryd@aptea.com
I';furi‘?‘l\’ﬂ'zrrl‘(’; Jenny Project 3767 Nashua Drive -Ilz-zi ((%%55)) %7%%%2
Longo Coordinator Mississauga ON L4V 1R3 i
Inc. E-mail: jennyl @longos.com
Lanzarotta Td: (905) 669-9814
Frank Grocery 10 Ronrose Dr .
Wholesdle Rooke Director Vaughan ON L4K 4R3 _Fax: (905) 669-9570
E-mall: frank@lanzorrotta.com
Td: (519) 843-4470
L&M Food 753 St. Andrew St. W ]
MarketsLtd. | Da€Kropf CEO FergusON N1M 3H2 Fax: (519) 843-4650
E-mail: dalek@in.on.ca
Coleman's Grocery Colemans '.:OOd Centre Td: (709) 637-6600
Shawn . 26 Caribou Rd )
Food Director Fax:(709)637-6696
Centres Hollett PO Box 340 E-mail -
Corner Brook NF A2 '
Highland Charles Produce 4750 Dufferin Street Tel: (416) 736-6606
Farms Coppa Buying- North Y ork ON M3H 557 Fax.(416) 736-4795
Merchandising E-mail: -
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Find Uson the World Wide Web:
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Contact FAS/Ottawa by e-mail: usagr@istar.ca

Contact Faye Clack Marketing & Communications by e-mall: info@fayeclack.com

Related FAS/Ottawa reports.

Report Number Title of Report Date
CA9016 Marketing In Canada 2/18/99
CA9141 Food Product Export Opportunitiesin Western 12/23/99
Canada
CA9142 Western Canada Retail Study 12/23/99
CAQ0001 Eastern Canada Retail Study 1/05/00
CA0004 Bakery Products|: Sweets 1/20/00
CAO0006 Bakery Products|l: Bread, Ralls, etc. 1/24/00
CAO0007 Food Product Export Opportunitiesin Eastern 1/31/00
Canada
CA0022 New England Culinary Ingtitute 2/29/00
CAO0030 WUSATA Recruits Grocery Showcase West 3/21/00
CA0032 Agent/Digributor Directory -Eastern Canada 3/21/00
CAQ0047 Hotel, Restaurant, I nstitutional Foodser vice Sector 4/19/00
Report - Eastern Canada
CAO0050 Agent/Broker Directory - Western Canada 4/19/00
CA0081 Food Product Export Opportunitiesin Eastern 6/20/00
Canada - Report 11

CA0082 Canada Connect (Matchmaker Program) 6/26/00
CAO0112 Wine & Spirits Promotional Opportunities 8/9/00
CAO0113 Food & Beverage Promotional Opportunities 8/900
CA0114 Livestock Promotional Opportunities 8/9/00
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CAO0115 Pet Show Promational Opportunities 8/9/00

CAO0116 Poultry Show Promotional Opportunities 8/9/00

CAO0117 Nursery Product Promotional Opportunities 8/9/00

CAO0118 Wood Product Promotional Opportunities 8/9/00

CA0127 HRI Foodservice Sector - Western Canada 8/25/00

CA0135 Private Labe Grocery Opportunities 9/11/00
UNCLASSFIED Foreign Agricultural ServicelUSDA



